TRANSCRIPT

The Opportunity
in SaaS
Kyle Chen, CFA
Vice President
Analyst

I personally find the SaaS software industry very
interesting because of the high level of innovation.
There’s been an increasing number of SaaS companies
that have come to market over the last 10-15 years and
the level of innovation that’s happening in this market is
truly astounding as well as the transformation in the
associated business models. We at Alger are focused
on innovative companies that use differentiated and
disruptive technologies to create value for their
customers.
The software industry is an area of focus at Alger. It is
undergoing a multi-year secular shift towards cloud
computing and software as a service model or SaaS.
We believe this shift is capable of producing sustained
revenue growth for many years to come. We at Alger
specialize in evaluating these businesses and employ a
rigorous bottoms-up approach that enables us to
uncover attractive investment opportunities for our
clients.
SaaS is a software delivery and licensing model in
which the software application is: 1) centrally hosted
and managed by the vendor, 2) is deployed over a
network to the end user, and 3) the customer licenses
the right to use the software through a subscription fee
which can be scaled up or down on an as needed basis.
The advantages for customers include lower initial costs
and flexible pay as you go pricing, often greater
functionality with more frequent upgrades, and freedom
from having to manage the infrastructure to run the

applications. The advantages for the companies include
increased financial visibility because their revenue base
is comprised of recurring subscription fees as well as
potentially high incremental margins if customers are
happy and renewal rates are high.
We search for SaaS companies that exhibit 4 key
characteristics: 1) they serve large total addressable
markets, 2) they have differentiated and disruptive
technologies, 3) they have sustainable competitive
moats, and 4) they have efficient go to market models
with compelling unit economics.
Thematically, we seek out companies that automate and
streamline manual business processes, companies with
unique data advantages that can turn data into
actionable intelligence, in addition companies that have
large ecosystems which can sometimes increase the
functionality of the company’s solutions and be a good
source for referrals and customer additions.
At Alger, we also study the underlying unit economics of
a company and evaluate metrics such as cost of
customer acquisition, retention rates, and sales and
marketing efficiency.
Overall, we believe SaaS companies that demonstrate
superior unit economics warrant higher valuations and
we endeavor to identify these companies early on in
their life cycles.
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DISCLOSURE

The views expressed are the views of Fred Alger Management, LLC
(“FAM”) and Alger Management Ltd. (together with their affiliated
entities “Alger”) as of October 2019. Alger has used sources of
information which it believes to be reliable; however, this publication
is not intended to be and does not constitute investment advice.
These views are subject to change at any time and they do not
guarantee the future performance of the markets, any security, or
any funds managed by Alger.
Risk Disclosures: Investing in the stock market involves gains and
losses and may not be suitable for all investors. Growth stocks tend
to be more volatile than other stocks as the prices of growth stocks
tend to be higher in relation to their companies’ earnings and may
be more sensitive to market, political and economic developments.
Many technology companies have limited operating histories and
prices of these companies’ securities have historically been more
volatile than other securities due to increased competition,
government regulation, and risk of obsolescence due to the
progress of technological developments. Please visit
www.alger.com for additional risk disclosures. Past performance is
not indicative of future performance. Investors whose reference
currency differs from that in which the underlying assets are
invested may be subject to exchange rate movements that alter the
value of their investments.
Important Information for US Investors:
This material must be accompanied by the most recent fund fact
sheet(s) if used in connection with the sale of mutual fund shares.
Fred Alger & Company, LLC serves as distributor of the Alger
mutual funds.

Important Information for UK and EU Investors:
This material is directed at investment professionals and qualified
investors (as defined by MiFID/FCA regulations). It is for information
purposes only and has been prepared and is made available for the
benefit investors. This material does not constitute an offer or
solicitation to any person in any jurisdiction in which it is not
authorised or permitted, or to anyone who would be an unlawful
recipient, and is only intended for use by original recipients and
addressees. The original recipient is solely responsible for any
actions in further distributing this material and should be satisfied in
doing so that there is no breach of local legislation or regulation.
Certain products may be subject to restrictions with regard to certain
persons or in certain countries under national regulations applicable
to such persons or countries.
Alger Management, Ltd. (company house number 8634056,
domiciled at 78 Brook Street, London W1K 5EF, UK) is authorised
and regulated by the Financial Conduct Authority, for the distribution
of regulated financial products and services. FAM and/or
Weatherbie Capital, LLC, U.S. registered investment advisors, serve
as sub-portfolio manager to financial products distributed by Alger
Management, Ltd.
Alger Group Holdings, LLC (parent of FAM) and Fred Alger &
Company, LLC are not an authorized person for the purposes of the
Financial Services and Markets Act 2000 of the United Kingdom
(“FSMA”) and this material has not been approved by an authorized
person for the purposes of Section 21(2)(b) of the FSMA.

Important Information for UK Investors:
The distribution of this material in the United Kingdom is restricted
by law. Accordingly, this material is provided only for and is directed
only at persons in the United Kingdom reasonably believed to be of
a kind to whom such promotions may be communicated by an
unauthorized person pursuant to an exemption under the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005
(the “FPO”). Such persons include: (a) persons having professional
experience in matters relating to investments and (b) high net worth
bodies corporate, partnerships, unincorporated associations, trusts,
etc. falling within Article 49 of the FPO. Most of the rules made
under the FSMA for the protection of retail clients do not apply, and
compensation under the United Kingdom Financial Services
Compensation Scheme will not be available.
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